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NEEDED—A COMMON LANGUAGE FOR 
FINANCIAL REPORTING 


by DON KNOWLTON, 
Partner, Hill & Knowlton, 
Cleveland, Ohio. 


The income statement has become the guinea pig of experimen- 
tation in terminology and form. Much of this has been beneficial 
and it is probable that many more persons than would otherwise 
be the case have been enabled to grasp the contents of company 
annual reports. One form of this experimentation is found in arti- 
cles such as the present one which notes the uncertain status of 
income statement formulation and comes up with the thought that 
what readers really want to know may be something not properly 
designated as profit or net income. 





— are no longer reporting to a small group of 
people accustomed to financial terminology developed in past 
years for the purposes of accounting profession. My own first 
real brush with accounting terminology and presentation came 
with an assignment by the president of a large company to 
draft a report for employees. He said: “It’s just a question of 
translating our annual statement into words anybody can under- 
stand. If you have any trouble, work with our controller.” 


Details of a Personal Experience 


Well, the whole thing left its mark on me. It will be seen later 
that my most lasting trouble was with the concept, designation, 
and presentation of “profits” but there were many other matters 
which, to put it mildly, confused me. 

I said to the controller : “I can understand part of this profit and 
loss statement. For instance, I can understand well enough that 
the net profit down at the bottom is the amount of money you 
had left over from your year’s operations.” 

“Wait a minute,” he cut in, “did you say ‘money’? Get that idea 
out of your head right now. That’s profit. Money is something 
different.” 

“But,” I said, “it says here your company made a profit of $10,- 
260,000. If that isn’t money, what is it?” 

Right then and there was the first time I ever knew that profit 
consisted of anything except dollars. I was amazed to learn that 
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a large portion of that $10,260,000 existed not in the form of 
money but in the form of plant and equipment. 

Well, then we started down the list of items in the profit and 
loss statement and we got as far as “depreciation.” I said, “Well, 
there’s one I can understand. That’s the money you set aside to 
buy new equipment when your old wears out.” 

“Well,” said the controller, “that all depends. In the first place, 
usually it doesn’t exist as money and it isn’t set aside. The fact is, 
some companies pay it out in dividends instead of spending it for 
replacement, and then go broke. Other companies hoard it up in- 
stead of spending it, and then the Government makes them pay 
an extra tax for improper retention of funds. Anyhow, the money 
isn’t set aside except by very few companies who fund it. It really 
is simply a deductible item.” 

I skipped that one for the time being and asked another ques- 
tion. I said, “How much of your profit did you pay to your stock- 
holders last year? That isn’t in the profit and loss statement.” 

“Of course not,” said the controller. “We don’t pay dividends 
out of profits. We pay them out of earned surplus.” 

“That looks to me like a queer way of doing it,” I said. “Appar- 
ently you deposit your profit in the bank with all this other sur- 
plus money. I should think you’d take your dividends right out of 
your profit instead of throwing them in with this extra money.” 
So that long-suffering controller had to sit down and explain to me 
what I had never known before—that surplus did not mean actual 
extra money, put away in the bank, free and above what the com- 
pany required to operate. 


DistTRiBuTION OF 1948 INCOME 
Tue ABC Company 
In 1948 the ABC Company took in, in return for goods and 


services, a total income of $110,000,000. This income was dis- 
tributed as follows: 


Wages, salaries, and employee benefits ..............2--00005: $ 40,000,000 
ee ON ON 5 css ndws ddwloce gilhh dése ct'desvunsaes Hw; 
All other expenses of doing business ..............20-seeeee> 12,000,000 
Depreciation (provision for replacement of worn out equip- 

SE MED scan cin te ccnn uth an ealna edb esaeadeace ues ulna 5,000,000 
Provision for Federal taxes on income ................ese00s 9,000,000 
Paid to stockholders in dividends ............2scecesecescees 2,500,000 


On DE CO RA a Ls Bo 
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Tm of That was when I got to digging into what I call the semantics 
of annual reports. I was not so much worried about terms that 


fit and no ordinary person could understand, terms like “sinking fund,” 





“Well, “accelerated amortization,” “accrued liabilities,” “lower of cost or 
side to market,” etc. I was not too much worried about a phrase such as 
“cost of sales,” which is simply misleading. I thought at first this 
place, meant selling costs. What I was worried about were the terms that 
fact is, gave the public a false conception of corporate earnings and cor- 
; it for porate finances. The chief difficulty lay with the word “profit.” 
up in- My Webster’s Collegiate Dictionary defines profit as “the excess 
m pay of returns over expenditure in a given transaction or a series of 
money transactions.” I was convinced then—and I’m still convinced—that 
: really when a corporation reports a profit, most of the public think that 
this sum represents an actual amount of cash—money left over on 
r ques- top of everything that the corporation has spent for equipment, 
" stock- buildings, materials, wages, and other payments. 
ak The Income Statement in Modern Dress 
As I see it, corporations have now gone through three phases 
A ppar- of dealing with the problem. The first was an effort to get away 
er sur- from words with a bad popular connotation like “profit” and “sur- 
out of plus.” The profit and loss statement became the income account 
joney.” and profits became “net income” or “net earnings.” Some com- 
1 to me panies succeeded in eliminating the word “surplus.” The items of 
| actual income account were simplified and made more understandable 
e com- and, in many cases, broken down so that the reader would know 


how much went for wages and salaries, how much for material, 
supplies, or other expenses, etc. Some companies tried simplify- 
ing the balance sheet. 

The second phase developed with the realization that simply 
changing the terminology failed to get the story over. People were 
not interested in balance sheets. Most of them could not under- 
stand them anyway, no matter how hard companies tried to sim- 
£000,000 plify them. People were interested in knowing how much money 
000,000 the company took in and what happened to that money. They did 


; 900,000 not get that information from the income account. It is not there. 
000,000 The income account does not tell how much money the stock- 
2 500,000 holders actually got and what happened to the rest of the money. 
7,500,000 For that reason, many companies began to use a distribution of 
0,000,000 meome table in their reports to their employees. It finally occurred 


to management that, since this was so much easier to understand 


STATEMENT OF INCOME 
Tue ABC Company 
For tHE YEAR Enpvep Decemser 31, 1948 


Income from sale of goods and services 


Costs and Expenses: 
Wages, salaries, and employee benefits 
Materials, supplies, etc. 
Administrative, selling, and miscellaneous ex- 





Net Income 


Exuir 2 


than the formal income account, stockholders as well as employees 
would like to see it and so the joint report to stockholders and 
employees came into being. In these reports today, a common 
method is that of presenting the distribution of income table in the 
very beginning of the report and letting the formal income account 
follow along later in the back of the book. A typical distribution 
of income format is shown in Exhibit 1. 

As this second phase continued, it became apparent that the 
introduction of the distribution table did not go far enough. In 
a way, it was confusing, because the two tables—the distribution 
of income and the formal income account—did not tie in properly. 


STATEMENT OF INCOME 
Tue ABC Company 
For THE YEAR Envep Decemser 31, 1948 


Income from sale of goods and services 


Costs and Expenses: 
Wages, salaries, and employee benefits 
ee ee 
Administrative, selling, and miscellaneous ex- 


penses 
$100,000,000 


$ 10,000,000 








This net income of $10,000,000, representing the company’s 
profit for the year, was distributed as follows: 


Paid to stockholders in dividends 
Reinvested in the business 


Exursit 3 
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It was necessary to explain that the net profit reported in the in- 
come account was the sum of the amount paid out in dividends 
and the amount reinvested in the business, as reported in the dis- 
tribution of income table. So the managements of a good many 
companies began to wonder whether there might not be some way 
to tell the whole story in an easily understandable way, in one 
place. A lot of companies have tried it, some very effectively, but 
if each company is going out on its own in its accounting ter- 
minology, before long there will not be any standard terminology. 
Accounting needs a common language. The problem is that of get- 
ting a common language which everybody can understand. 

And that brings me to the third phase, the one we are in today. 
This phase is one that has been forced upon us largely by difficul- 
ties due to inflation. With replacement of plant and equipment 
costing today, in many cases, almost twice what it did before the 
war, depreciation allowances no longer bear any relationship to 
amounts needed for this purpose and it is imperative that com- 
panies earn a larger profit ratio in order to protect their futures 
in this respect. Substantial profits have, therefore, now become an 
obvious necessity to survival. Survival means not only dividends 
but jobs as well. There is no job stability in a company that can- 
not earn enough money to replace its obsolete equipment. 

With the need for profit more extreme than ever before, com- 
panies are now forced to discuss the mature of profits and the 
function of profits with their employees and with the public. 


Shake W ell Before Using 


The telling of this story requires a full explanation of the fact 
that a substantial share of profit is required to keep the place go- 
ing for the benefit of both stockholders and employees. The ques- 
tion of depreciation allowances and present tax laws is also in- 
volved. The whole matter has come to the point where, it seems 
to me, the accounting profession must seriously consider the de- 
velopment of some new standard form of reporting earnings, one 
that will really present the facts and one that most people’tan un- 
derstand. In the spirit of the fool who steps in where angels fear 
to tread, I propose to make some suggestions along that line. 

Let us go back to the distribution table of the ABC Company, 
shown in Exhibit 1. When first used, it was a strange form in the 
eyes of accountants and company officials. Today, however, the 
formal income account of such a company, simplified to bare es- 
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STATEMENT OF INCOME 
Tue ABC Company 
For tHe Year Enpep Decemser 31, 1948 


Income from sale of goods and services 
Costs and Expenses: 
Wages, salaries, and employee benefits 


Materials, supplies, etc. 
Administrative, selling, and miscellaneous ex- 


penses 
For Improving Plant and Equipment: 
Allowed by the Government for de- 
iati $5,000,000 
6,500,000 11,500,000 


Provision for Federal taxes on income 9,000,000 
Paid to stockholders in dividends 2,500,000 


Added to Working Capital 





The company’s “net profit” for 1948, according 
to traditional accounting methods, includes the 
following : 

Spent for improvements to plant and equipment 
(exclusive of depreciation allowance) 

Paid to stockholders in dividends 

Added to working capital 


sentials but containing wages and salaries as a separate item 
(which is the trend) might look like Exhibit 2. This is not very 
different to the casual eye although it does run from sales to im 
come in the conventional sequence. What is still lacking is that 
the statement does not tell what was done with the profit, ie, 
what the employees, and the stockholders, and the public are inter- 
ested in. They want to know who gets what. We need not dis- 
appoint them. In Exhibit 3, the information is again repeated im 
statement form but it has evolved a little. Tacked on is a quick 
summary adding back to net profit and showing the amount paid 
out in dividends and the amount retained in the business. 

But even this is not enough. Most of the money reinvested im 
the business was actually spent for plant and equipment and Ex- 
hibit 3 does not make that clear. Yet this angle is extremely im- 
portant. Employees and the public will severely criticize a comr 
pany for, as they say, making too much money—whereas they 
might not criticize that company at all for making enough money 
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to keep its plants and equipment up to date. Moreover, most peo- 
ple, I firmly believe, do not think of money spent for plant as 
profit. They think of it as an expenditure and assume it has been 
knocked off the total before arriving at profit. So, to tell that 
story, we might devise a statement on the same figures, which is 
exemplified in Exhibit 4 without the appended footnote. This 
really shows what happened to the money. However, as profit 
as such has disappeared, we might have to add the explanatory 
footnote shown. 

All this is pretty confusing. It raises the question, what is net 
profit, anyhow? Well that is exactly the point. Profit has become 
so completely involved with depreciation and tax procedures that 
it is well-nigh meaningless in the old sense of the term. For ex- 
ample, a company has in its plant a complicated machine, for 
which it paid $100,000 ten years ago. The machine today stands 
on the company’s books at $50,000 net. To replace that identical 
machine today would cost $200,000. The company is accruing 
against profits depreciation which will ultimately be recorded at 
half that figure. If it paid out all its profits in dividends, it could 
not replace the machine. It needs part of its reported profit just 
to stay even with the game. Let’s complicate the picture still fur- 
ther. Suppose the ABC Company, in the year covered by its in- 
come account, actually spent $14,500,000 for capital improvements. 
Part of it may be said to have been charged against prior year’s 
profits in depreciation allowances, part is an application of current 
profits and the rest is simply borrowed funds. If you try to tell 
that story to the man on the street in the way in which he under- 


Dericrency Account 
Taz ABC Company 
For tHe Year Envep Decemper 31, 1948 
Requirements : 
Wages, salaries, and employee benefits 
Materials, supplies, etc. 
t improvement and betterments 
Administrative, selling, and miscellaneous ex- 


penses 
Provision for Federal taxes on income 
Paid to stockholders in dividends 
Added to working capital 


Deficiency (borrowed from banks) 
Exuzstr 5 
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stands expenditures, you could come up with a setup that would 
make an accountant throw up his hands in horror—like that shown 
in Exhibit 5. 

Here again we have a statement from which profit has disap- 
peared—perhaps rightly so. If our company, in making the capital 
outlay which has created the “deficiency” noted in Exhibit 5, has 
(despite the technical designation “betterments”) only kept pace 
with its industry and preserved its place in competition, the reno- 
vated physical plant may mean no more to the stockholders than 
the old equipment in its prime. Manufacturers of production 
equipment, such as machine tools, tell me that unless more com- 
panies actually set up and deduct from income special depreciation 
reserves, they will deceive both themselves and their stockholders 
as to the amount of their so-called profits and come suddenly up 
against the need for more money at the very time when the ac- 
cumulated obsolescence of their own plants will make it difficult 
to get it. 


Must the Signboard Say “Profit” —or “Loss”? 


And so it is that, starting with the simplified form of income 
statement which has developed out of the three phases of agitation 
for more understandable presentation (the most recent phase be- 
ing the period of inflation now apparently reaching its crest), we 
have come to a condition of mind at which we cannot be sure 
where profit begins. If that point remains uncertain, we are al- 
ways going to be hard put to it for a definition. I know that the 
technicians of accounting can draw a line and so smooth out the 
difficulty but, to date, such efforts have not lent themselves to wide- 
spread public understanding of income statements and, as a public 
relations man, that is what I am concerned with. 

Perhaps “profits” is, itself, only a technical term. Perhaps we 
need a new term to indicate the increase in the value of a com- 
pany. 

This brings us to the “O. Henry twist” to this article. One 
such term might be “addition to net worth”—which certainly, to 
anybody, would connote increase in value. I am indebted for this 
suggestion to C. W. Bliss, Controller of The Warner & Swasey 
Company. What Mr. Bliss suggests is simply an ingenious com- 
bination of the income account and the surplus account. In this 
statement as exemplified in Exhibit 6, I have included a deprecia- 
tion deficiency reserve which will ordinarily measure the. differ 
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STATEMENT OF INCOME AND Net WorTH 
Tue ABC Company, 
For THE YEAR ENpdep December 31, 1948 


Income from sale of goods and services +  $110,000,000 


Costs and Expenses: 
Wages, salaries, and employee benefits 
Materials, supplies, etc. 
Administrative, selling, an 


penses 
Allowed for depreciation 
Special reserve for depreciation deficiency . 
Provision for Federal taxes on income $103,000,000 





Remainder available for dividends and reinvestment in the 
company (Net Profit) $ 7,000,000 


Less dividends paid to stockholders in 1948 $ 2,500,000 
Reinvested in the company in 1948 ($3,500,000 for plant 
improvements and betterments; $1,000,000 for addition to 


working capital) and thereby added to the company’s net 
worth 
Stockholders’ investment in the company 

Earnings of prior years reinvested in the company 


Net worth as of December 31, 1948 


Exuusir 6 


ence between depreciation on existing plant at cost and at re- 
placement values. The figures used are those which we have been 
handling throughout this article. 

This statement shows the amount of the company’s revenue, 
where it went, what was paid out in dividends, the amount rein- 
vested from the current year’s operations, the earnings invested 
from prior years, the stockholders’ investment and, finally, what 
the net worth of the company to its stockholders was at the end 
of the year. It does not show the profits in the present sense of 
the term for, of course, the special depreciation reserve is a part 
of what we now call net profit. Nor does it cover money from bor- 
rowings or new stock issues for additional capital expenditures. 
It would presumably be followed in the annual report by a sim- 
plified balance sheet in which liabilities would be subtracted from 
oy thereby again arriving at the net worth total shown in this 

e. 

If it be objected that this combination income and surplus state- 
ment, far from being novel, is one which has had frequent occa- 
sional use over past years, I reply “Not so.” The combination 
Statement which has been used has been thought of as a combina- 
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tion. The statement here proposed is one statement. No subtotal 
reads as profit or could be construed as such under present ac- 
counting standards. The deficiency reserve provision sees to that. 
But more important, it is a statement which runs from revenue 
through costs and distributions to change in net worth. What 
point is there is stopping anywhere else and saying “This is 
profit” ? 


The Public Relations Angle 

Now, from the standpoint of the public relations man who is 
called upon to interpret the earnings of a company to employees, 
stockholders, politicians, and the public, this suggested new format 
opens up untold new possibilities. The conventional news story 
about a company’s earnings reads: “The ABC Company reported 
net profit for 1948, after all deductions, of $10,000,000, as com- 
pared to... etc., etc.” The news story of the future might read 
instead: “The ABC Company added $4,500,000 to its net worth 
in 1948, after all deductions, including $2,500,000 in dividends to 
stockholders and $9,000,000 in Federal income tax, according to 
the company’s annual report, made public today. This compares 
to $——— , ete., for 1947.” 

Does not this come closer to explaining the actual facts? Of 
course, it is probably quite out of order for a public relations man 
to advocate a “net worth” type of income statement presentation. 
Perhaps I had better say that I am simply offering it as my in- 
terpretation of one accountant’s idea of the sort of thing that 
might possibly be done. Perhaps some other way would be far 
better. I am quite sure that accountants, not public relations men, 
will have to work out the solution. 

However, as I said before, we are not going to get the answer 
if companies start riding off rapidly in all directions and come up 
with a hundred different ways of telling the story. There should 
be some standard way of making a report of a company’s results 
of operations that would be acceptable to accountants, and at the 
same time understandable to the people. There must be some com- 
mon language of financial reporting. All I can do is raise the ques- 
tion. It is up to accountants to get the answer. 
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WHAT OPERATING DATA FOR COLLECTIVE BARGAINING? 


by GEORGE KOZMETSKY, 


Instructor, Harvard Graduate School of Business Administration, 
Boston, Mass. 


Indicating agreement with the viewpoint that the structure of 
management-labor relationship in any particular instance will de- 
termine whether a “closed door” or “open door” policy is in order, 
the author of this article discusses information currently available to 
unions and allows for cases in which it may be appropriate to offer 
union representatives company financial and operating facts in 
liberal fashion. Assuming that break-even data is to be prepared 
to serve in negotiations, or otherwise to affect labor relations, he 
offers a word of counsel in respect to its preparation. 


yee the passage of the Wagner Act in 1935, collective har- 

gaining has become our number one internal domestic con- 
cern. The problems stemming from the inflation which occurred 
between 1945 and 1948 and the deflation recession in 1949 are 
closely tied to labor-management relations. Satisfactory long-run 
labor-management relationship must be gradually devcloped by ac- 
tions which create mutual confidence among management, em- 
ployees, and the union. The prime object is not the maximum 
profit for the stockholder or the very best wages and working con- 
ditions for the union member but the greatest good for the public. 
In order to establish these essential relationships, it is necessary 
for both management and labor to do mature thinking. Collective 
bargaining should be based, not on haggling or economic power, 
but on what the facts show. As our economy faces the return to 
strenuous competition which inevitably results from a leveling off 
of business activity, it will be imperative that labor leaders under- 
stand the facts of business operations and the effects upon busi- 
ness of union demands. 


Dual Purpose and Special Purpose Corporate Reports 


Most unions have research departments which are continually 
gathering information to be used in determining the demands their 
membership should make of management. In general, the in- 
formation readily available to labor unions is found in annual re- 
‘ports, SEC reports, and financial reporting services. These reports 
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are designed to inform the stockholder, the investor, and govern- 
ment agencies, but, to quote from recent writings of Professor 
Thomas H. Sanders, of the Harvard Graduate School of Business 
Administration, “whether or not the stockholders’ report, or any 
part of it, is addressed also to employees and customers, some em- 
ployees and some customers will read it for what they can get out 
of it. If the writers and designers of the report have this fact in 
mind, they will do a better job for all concerned.” 

At present, much is being done by management in the way of 
testing and devoloping means of communication with employees, 
In many cases, annual reports are addressed to stockholders and 
employees jointly, substantial portions being devoted to discus- 
sion or graphic display of data of primary interest to the workers. 
Other companies are issuing separate reports designed specifically 
for employees, ranging from annual report layout to comic-book 
type presentation. Well-considered examples are the “1947 An- 
nual Report to Employees” of the Inland Steel Company and 
“Tom, Dick, and Harry, the Marquette Team” of the Marquette 
Cement Manufacturing Company. 

Well prepared dual-purpose reports or special employee reports 
present, in addition to the financial statements, such items as the 
labor history of the year, tables or charts comparing wages with 
the cost of living, charts showing the number of stockholders as 
compared to employees, and text material pertaining to employee 
training and community relations. The financial statements are, 
for the most part, of the short or supplementary variety and are 
supposedly stated in terms that the employee will understand. Mr. 
Aubrey Williams, writing on the use of such supplementary in- 
come statements as were found in one-third of the 225 annual re- 
ports he examined, stated that: 


“Another, and perhaps the more important, reason for sup- 
p'ementary statements is that the traditiona! income statement 
does not provide the employee or his representative, the labor 
leader, with the kind of information which is needed and 
wanted by them. Amounts paid to labor, and spent on behalf of 
labor, are of primary interest to workers and unions.” (The 
Journal of Accountancy, July 1948.) 


Union opinion as to such simplification has been stated by Mr. 
William Gomberg, Director of the Management Engineering De- 
partment of the International Ladies Garment Workers Union, 
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who says, “The supplementary report is not a simplification of ac- 
cnunting statements but a vulgarization. It can only mislead.” 
Other labor representatives have gone on to state that “lumping 
salaries has no value to us and in many cases insults our intelli- 


Although many members of management are interested in pro- 
viding information to their employees, few have given much atten- 
tion to the needs of union leaders. It is the belief of some that the 
organized employees and the union need only one and the same 
type of information. However, while the employees are the mem- 
bers who form the union, the union is, in a sense, a separate entity 
with its own history and, to some extent, interests which differ 
from those of any particular segment of membership. In this 
respect, the union and the union member can be likened to the 
corporation and the stockholder. The union may even go so far as 
to prevent a strike when its membership is in favor of a strike. In 
order to live up to its contract, the United Steelworkers of Amer- 
ica (CIO), in the face of membership opposition, did not sanction 
a strike for a third-round wage increase. The antithesis may also 
be true, as, for example, in the case of the United Mine Workers. 


W bat Information Do Labor Leaders Want? 


Quite apparently, unions are dissatisfied with the information 
currently available in management reports, whether or not espe- 
cially designed for employees. What information, then, do they 
want? Some union leaders have demanded data which would 
permit them to decide how the company arrives at its wage and 
price policies. They would like, for this purpose, a break-even 
chart accompanied by a detailed breakdown of costs, especially 
of the fixed elements. A union research director, in discussing this 
problem with the writer, stated that he wanted to know how, when, 
and why decisions were made to invest or to produce, or to re- 
frain from investing or producing. He wanted to know whether 
a company’s inventory was overstocked, or whether it really did 
have to shut down because of a shortage of material. He went on 
to say that, in his experience, employers were cooperatiye in such 
matters when they were in trouble but never when they were 
prosperous, 

Other union leaders want more information as to what the 
product costs. This means knowing in detail the costs of both 
manufacturing and distribution. To these leaders, obviously, 





1320 N.A.C.A. BULLETIN 


present reporting needs amplification rather than simplification, 
Still other union officials desire more information about future 
operations as well as the past. In this connection, they want to 
know at what capacity the plant will operate, its break-even point, 
the possibility of economies in overhead costs, the quantities of 
goods it will produce, at what prices these will be sold, and the 
amount to be spent on advertising. Many labor leaders demand 
more detailed data as to labor costs. They want to know what is 
paid to productive labor, to “white-collar” workers, to executives. 
They also want a suitable means of measuring labor’s productivity, 

The AFL has gone so far as to recommend to its constituent 
unions that they include in their agreements a clause designed 
to assure the availability of financial information for annual nego- 
tiations. The possibility of such demands makes it extremely im- 
portant that management decide now upon its stand in this matter. 


Information Disclosed Varies Widely 

Present management practices range widely as to the informa- 
tion made available to unions. Some managements are willing, on 
the grounds of maintenance of prerogatives, to permit labor to re- 
ceive only their annual reports and other generally published ma- 
terial. The United Auto Workers-General Motors controversy in 
1946 as to “a look at the books” exemplifies this attitude. Other 
organizations, such as the Nunn-Bush Shoe Company, have gone 
so far as to place representatives of the employees on the board of 
directors. 

Every company management should weigh carefully the possible 
advantages of freer dissemination of informaton to unions against 
the potential disadvantages of weakening its prerogatives in direct- 
ing the affairs of business. If unions obtain the facts they desire 
by sheer political and economic power despite management’s re- 
sistance, then management may find its prerogatives gone, te- 
gether with free enterprise. But if, on the other hand, manage- 
ment gives such information objectively and in due recognition of 
the union’s having earned its right to the facts, then free enterprise 
and a free society may be achieved as a by-product of such sharing 
of knowledge. 

Professor Sumner Slichter, in his Trade Unions in a Free So- 
ciety, points out that if collective bargaining is to operate success- 
fully from plant to plant and not under legislative direction, man- 
agement must inform local and national union officials as to the 
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problems of business. If it is granted that the workers have a vital 
interest in the business, how are their representatives to learn 
about the problems the business faces if they are not adequately in- 
formed? The way in which management goes about solving these 
problems will, in large measure, determine the attitude toward 
private business of labor representatives, employees, and, to a con- 
siderable extent, the public. 


Structure of Management-Union Relationship 

If the dissemination of operating information is to be useful 
in collective bargaining in a free society of labor and management, 
labor must conduct itself in the interests of the public. Unfortu- 
nately, not all labor unions, nor all managements, are mature 
enough to place their own immediate and short-sighted interests 
aside for those of the long-term and the public good. Nor is all 
collective bargaining conducted in the spirit of cooperation. In 
fact, collective bargaining has been differentiated by Professor 
Benjamin M. Selekman into as many as eight prototypes. These 
range from structures of conflict to that of cooperation between la- 
bor and management: (1) containment-aggression, (2) ideology, 
(3) conflict, (4) power-bargaining, (5) deal-bargaining, (6) col- 
lusion, (7) accommodation, and (8) cooperation. 

In determining the information which unions should receive, 
management must take into account which structure of labor rela- 
tions it is in. If it is trying to contain an aggressive union intend- 
ing to extend its area of action, giving freely all the information 
requested may simply serve to reinforce the union’s position and 
permit it to ride roughshod over management. It may be neces- 
sary, until the union leadership has matured and is able to under- 
stand and deal in a mature way with the problems of the business, 
to give such data as the union can prove it needs and no more. 
In the case of an ideological collective bargaining relationship, 
where the union is dedicated primarily to such an ideology as 
socialism or communism, it may be poor management as well as 
poor collective bargaining to give all the facts demanded; and a 
nondisclosure policy may be in order. 

: At the other extreme, where unions and management are deal- 
ing jointly in a cooperative structure, full disclosure, or “opening 
of the books” may well be entirely in order. If the workers are en- 
titled to know management’s problems, are truly part of the busi- 
ness team, and both parties have mature leadership, all interests, 
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including the public, will benefit. An example of the existence of 
such a relationship between the Fall River Textile and New Bed- 
ford Cotton Manufacturers Association and the Textile Workers 
Union of America (CIO) was demonstrated in January of this 
year when both parties submitted to arbitration a general pay 
raise of ten cents an hour and complied with the arbitrator’s de- 
cision of no fourth-round wage increase. 

In addition to the collective bargaining structure, management 
must take into account the general competence of union officials 
to understand the facts they demand. As cost accountants know, 
the relationships and factors involved in costs, prices, and wages 
are extremely complex. As Dean J. Hugh Jackson of the Stanford 
Graduate School of Business has stated, “cost accounting has its 
own ‘know how’.” It would be indeed surprising to find union 
officials generally possessing this special “know how.” In a recent 
study of union accounting, the author felt that union accountants, 
by and large, do not have this ability. Unions certainly do not 
usually retain on their research staffs people with substantial ex- 
perience and training in cost accounting. Therefore, it is impor- 
tant that, if the facts which unions demand are made available on 
an ali-out basis—or even on a limited basis—they must be so pre- 
sented as to be relevant to the union officials’ understanding. 


The Problem of Communicating Data to Unions 


Suggestions have been made by others as to the proper method 
of educating the unions to use accounting data. Professor Ross G. 
Walker would implement this need by “the creation of a ‘staff 
assistant’ to labor, who as the employees’ representative in the ‘in- 
ner councils’ of management would be equipped both in account- 
ing and in responsible business experience to reach the kinds of 
seasoned judgments required.” Mr. Donald Richberg, former 
NRA chairman, would have qualified accountants, preferably out- 
side accountants, prepare, without much explanation, understand- 
able reports which would bring to a focus, “first, the fixed obliga- 
tions and uncontrollable outgoes of the enterprise, second, the 
money which has been, and which probably will be, available for 
annual distribution among the human beings who take the risks 
and should share the gains of their joint enterprise and, third, the 
deductions that should be made from this available cash to protect 
or promote the interests of all the joint enterprises in maintaining 
or improving their business.” 
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Any representative of the employees taken into the inner circle 
of management would find himself in a difficult position. A union 
representative holds his office through political favor of the mem- 
bership and, in many cases, he may be forced to act with political 
expediency rather than on the facts. Of course, where unions are 
mature and have had a long history of internal capable adminis- 
trative development, such difficulties would be at a minimum. It is 
believed that, as unions mature, there is much value in Professor 
Walker’s proposal. To have financial reports certified by outsiders, 
as recommended by Mr. Richberg, would require an extensive 
audit that might prove costly in both time and money. If peaceful 
collective bargaining is dependent upon cooperation and mutual 
trust between labor and management, then labor should be pre- 
pared to accept management’s figures. 

Certainly management has on its staff accountants who can pre- 
pare the information required. This demand by unions for addi- 
tional financial information falls into areas which are familiar to 
cost accountants and within their own special “know how.” If they 
are able to take this challenge and present the facts on behalf of 
management in such a manner as to be understandable to the 
union, then cost accountants will be adding collective bargaining 
to the list of operating functions served by cost analysis. 


Multiple Break-Even Charts for Bargaining Purposes 


The area is wide open as to creative thinking. Unfortunately, 
space does not permit discussion of all the factors which should 
be taken into consideration, For illustrative purposes, let us as- 
sume that management has agreed to give the union a break-even 
chart. Such action is a precursor to a whole series of problems of 
varying degrees of difficulty. How should such a chart be pre- 
sented: as an exhibit in negotiations, by publishing it in employee 
reports, or by making it available to a designated union representa- 
tive? What detail should it show? How may the effects of stand- 
ard costs or budgeting practices upon the use of the break-even 
chart or upon the methods used in costing and pricing be best ex- 
plained ? 

It is important, not only that an intelligible break-even chart be 
presented in such a case, but also that both management and labor 
be aware of the limitations of this device. This type of analysis 
rests upon certain basic assumptions that can easily be overlooked 
by both management and labor in its application. For example, 
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the total cost line assumes that the prices of material, labor, and 
other productive elements, as well as the technology of the plant 
and productive process, do not change. Certainly, one of the uses 
made of the chart would be to determine wages, which factor has 
been assumed to be constant in the analysis upon which the chart 
is based. The total revenue, or sales, line assumes that selling 
prices and product mix do not change. Prices are another factor 
which some unions believe should be susceptible to modification 
by bargaining. Furthermore, both management and labor are 
primarily concerned with the projection of profit-volume relation- 
ships into the future. For all these reasons, the break-even analy- 
sis is far from the simple thing so many believe it to be. 


Cautious Approach Desirable 

While the break-even chart is an important tool for the determi- 
mation of pricing, wage, and production policies, it places, by its 
very name, too much emphasis on “break-even” or point of no 
return or loss. To the untrained and perhaps biased individual 
there may even be the connotation that the break-even point is the 
optimum point. Past experience with such terms as “surplus” and 


“reserves” suggests the difficulties which “break-even” may afford. 


The cost accountant should try to present the profit-volume 
analysis so as not to concentrate on one set of break-even points 
or on one sales and total cost possibility, and also in such a fashion 
that it will show cost responsibility in terms of the areas of con- 
trol which he now uses for flexible budgeting. This means that 
more than one break-even chart should be made showing different 
sales and costs under varying conditions. Thus, a tool would be 
provided for collective bargaining which could aid in solving some 
of our most difficult labor-management problems. It is important, 
not only that the cost accountant make multiple break-even charts, 
but also that he take great pains with his methods of presentation. 
If his analyses fail to communicate the problems, then they are 
of no avail. 

Cost accountants have faced many challenges in the past success 
fully. The challenge of cost accounting for collective bargaining 
is not beyond their grasp. 
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A SIMPLIFIED INCOME STATEMENT FOR EMPLOYEE USE 


by WALTER C. BURNHAM, 
Associate Professor of Accounting, Ohio State University, 
Columbus, Ohio. 


Whether simplified income statements, appearing in varying ver- 
sions in many company reports, relate to the future of the income 
statement as such or to one or more of its special purboses is an 
open question. The present article comments on characteristics of 
simplified statements regarded as information media for em- 

ployees, before presenting a form of statement intended to com- 
bine features most serviceable for this purpose. 





ANAGEMENT has a vital story to tell its employees about 
profits, and it must tell it in such a way that it can be read, 
believed, and remembered. Misconceptions of the amount of profit 
and its distribution can be reduced to a minimum by the use of 
simplified statements. But they must bear the marks of unmistak- 
able sincerity and simplicity. Unrealistic wage demands should 
be answered by showing the employees that the profits reinvested 
in the business are only a small per cent of the total wages paid 
and—what is more—that they are necessary for the preservation 
of jobs. The feeling among employees that productivity is no 
matter of importance because management reaps the benefits 
should be answered by showing the amounts which are paid to 
management and intelligently indicating their relationship to other 
amounts. 

The practical questions in this area are: (1) what type of 
income statement should be used for presentation to employees 
and (2) what type of report should be prepared for employees to 
show what happened to the funds that were reinvested in the 
business. It will be the endeavor of this article, first, to consider 
some examples of simplified statements, whether or not prepared 
primarily for employees, and, second, to present a — basic 
form of employee statement. 

Of course it can well be doubted that separate reporting to em- 
ployees is appropriate. I believe that, ordinarily, it is. However, 
care must be used to see that the reports are not too elementary in 
form. It must be remembered that most of the employees are men 
and women of average intelligence and should not be treated as 
juveniles. Some companies, after giving to their shareholders long, 
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Cuain Bett CoMPANY 
SrtmPp.iriep STATEMENT OF INCOME AND EXPENSE 


For THE FiscaL YEAR 1947 
Per Dollar 
Amount of Sales 


The Company Received 
From customers for the goods and services pur- 
chased by them $24,336,967 . $1.00 


The Company's Expenses Were 
For materials, supplies, and services purchased from 

others. This included such things as iron and 

steel, insurance, social security taxes, advertising, 

upkeep of equipment, etc. 10,817,805 
For wear and tear on machinery, tools, and build- 

ings. This is generally known as depreciation ... 266,682 


For income taxes owing to State and Federal Gov- 
1,900,000 


Making a total of $12,984,487 


Which left for wages, salaries, dividends, and for 
reinvestment in the business $11,352,480 


THIS WAS DIVIDED AS FOLLOWS: 


Paid to employees as wages and salaries $ 8,748,657 


Paid to stockholders as dividends for me use of the 

buildings, machinery, equipment, and working 

capital provided by their investments 730,163 
Reinvested in the business, to take care of the grow- 

ing needs of the company 1,873,660 


Exuysirt 1. 


detailed, statistical statements, give to their employee pie and 
bar charts and picture graphs. Any hint of “talking down” to the 
employees should be avoided. In most cases it will be advisable 
to give both the shareholders and the employees at least some sim- 
plified information in the same or approximately the same form, 
which they may read and interpret simply as individuals. Every 
effort should be made to show the common interest of sharehold- 
ers, management, and employees. 


Present Style In Simplified Income Statements 

Simplified income statements have become frequent in the last 
year or two, and indeed have achieved a certain degree of standing. 
They feature nontechnical captions and are generally cast @ 
either of two forms. One of these deducts from revenue as “first 
costs” the cost of materials, supplies, and services purchased out 
side, as well as depreciation amd sometimes, but not always, taxes 
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The form then itemizes the disposition of the balance, indicating 
the amounts paid to employees and to stockholders, and the amount 
retained in the business. The other form is the so-called single 
step form and contains the same general type of itemization but 
does not draw down a balance after “first costs.” 

The statements which have been selected for illustration include 
both sorts. The Chain Belt Company statement, Exhibit 1, and 
that of Wheeling Steel Corporation, Exhibit 2, show balances 
after outside payments. The Vanadium Steel Company statement, 
Exhibit 3, is a single step statement and, incidentally, slights the 
disposition of profit angle. The principal reason, however, for dis- 
play and discussion of these statements as a preliminary to pres- 
entation of a proposed form of simplified statement for employees, 
is the attempt which each makes—not only to describe revenue, the 
elements of cost, and the disposition of profit in everyday lan- 
guage—but also to provide “reduced” figures which may serve to 
assist employees to interpret the statements. This effect is sought 
in each statement through the use of a column of figures 
paralleling the dollar aggregates. In the Chain Belt statement, the 
column is headed “per dollar of sales.” It appears as “grand total 
reduced to weekly average per employee” in the Wheeling Steel 
statement. The “per worker” column of the Vanadium Alloys 
statement offers the corresponding information. This statement 
also carries, as interpretative data, a percentage to revenue figure 
beside each cost (or distributive) dollar amount. 


Featuring \tems of Significance to Employees 

Undoubtedly, the one item on the income statement which causes 
more suspicion and conjecture than any other is executive salaries. 
None of the statements shown separate this item. In most in- 
stances the amount of these salaries has been included in such 
headings as salaries, wages, direct benefits for employees, and cost 
of human energy. It is suggested that this is pertinent information 
for employee readers and should be disclosed. The amount of the 
salaries may be large but, in juxtaposition to the total’ payroll, it 
may be much less significant. Also the mere fact that the execu- 
tive salaries are disclosed will have a good psychological effect 
upon employees. Of statements of some fifty companies re- 
viewed, the International Harvester Company, Crown Zellerback 
Corporation, and National Biscuit Company were the only ones 
observed to show executive salaries as a separate item. 
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WHEELING Stee. CorporaTION AND SuBSIDIARY COMPANIES 
Profit and Loss Statement for the Year 1947 


Amount of money we received from sale of 
pr 
Add—Other income including interest and rent 


Subtract the following two costs : 

1. Cost of raw materials, supplies, electricity, 
freight, and other expenses including local 
and state taxes, wear and tear on equip- 
—_ interest, etc., but exclusive of wages 
an 

. Income taxes paid to the United States 


Total costs to be subtracted 


Amount left for employees wages, salaries, em- 
ployee —— and for stockholders ($179.10 
i ) 


Grand total 
for year 


£ 131,721,128 
877,161 


Weekly 
average per 
employee* 

$177.92 


1.18 





$132,598,289 


$179.10 





$ 58,713,582 
8,290,000 





$ 67,003,582 





$ 65,594,707 








HERE IS HOW THE $88.60 WAS DIVIDED 


Employees received in wages and salaries : 
For current year 
For prior years (Retroactive Wages) 
Employee benefits cost (represents the cost of 
social security payments, pension, ger 
workman’s compensation, welfare work, and 
other items for the benefit of the employees. . 


The total above shows that for each week 
the average employee received $74.49 in wages, 
salaries, and other benefits paid by the corpo- 
ration or a total of $55,149,546, leaving 


Profit for the year 


THE Adve Prorit ($14.11) WAS DIVIDED AS FOLLOWS: 


Stockholders—received as dividends on 
Preferred stock—$5.00 per share 
Common stock—$1.75 per share 
(Explanatory text omitted) 
Amount left in the business 
This amount was left in the corporation to 
buy new equipment, to pay on indebtedness, and 
as a reserve against losses on a rainy day. 


* Wording condensed. ~ P 
HIBIT 


$ 49,173,316 


’ 


2,733,064 





$ 55,149,546 
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VanapiuM-ALLoys Stre, CoMPANY 
Simplified Operating Statement 
July 1, 1946 to June 30, 1947 
Per 
Total worker 


We received from cus- 


t s for goods and 
ile $8,895,516.31(100%) $8,678.55 


These receipts were expended for : 


The cost of goods and 
services bought from 
others 


$3,872,205.18 (43.5%) 3,777.76 
of human 
and 

3,522,140.97 (39.6%) 3,436.24 
The cost of tools wear- 


ing out (depreciation 
and depletion) 140,144.20( 1.6%) 136.73 


The cost of pa 
ordered by ae 
ment (taxes) 596,398.81( 6.7%) 581.85 
The cost of using the 
764,627.15( 8.6%) 754.98 
$8,895,516.31(100%) $8,678.55 
Tools in use by company workers $8,670,128.51 $8,458.66 
Ratio of profit to tools 882% 


The Vanadium-Alloys Steel Company received also $58,183.87 that was 
not related to the manufacture or sale of its products. 


As of June 30, 1947, the Vanadium-Alloys Steel Company had 1,193 stock- 
holders and 1,025 employees. 
Exuusir 3 


It is probably also desirable to display, as in the Wheeling Steel 
statement, the amount of employee benefit expenditures over and 
above salaries and wages, and to subtotal this amount with salaries 
and wages. Again the information is pertinent to employee readers 
of statements and, in this case, directly affects each, 

Another relationship trequently developed in income statements 
for employee use is the dollar amount of company investment 
(wh ther in fixed capital or fixed and working capital) per worker. 
This is set forth in the Vanadium Alloys statement. It-was found 
also in income statements issued by E. I. du Pont de Nemours & 
Company, Union Oil Company of California, Algoma Steel Cor- 
poration, Ltd., and American Rolling Miils Company. 

Perhaps even more important in respect of income statements 
to inform employees, is the manner in which the item of retained 
profit is handled. The Chain Belt and Wheeling statements show 
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ILLUSTRATIVE COMPANY 
Simp.Liriep STATEMENT OF INCOME AND EXPENSE 
For Fiscat YEAR 1947 
Amount Per cent 


per 
The Company Received Amount employee sales 


From customers for goods and services 

pur $185,313,000 $8,681 .9899 
Dividends from subsidiaries 1,785,750 84 «0005 
Interest on receivables, securities, etc... 114,500 5 0006 


Total company received $187,213,250 $8,770 1.000 








The Company's Expenses Were 


For materials, supplies, and other ex- 

penses $ 96,423,750 $4,517 
For wear and tear on machinery, tools, 

and buildings. This is generally 

as depreciation 2,043,500 96 
For taxes—Federal, state, and local (not 

including social security) 8,892,750 


Making a total of $107,360,000 
Which left for wages, salaries, divi- 


dends, and reinvestment in busi- 
$ 79,853,250 














THIS WAS DIVIDED AS FOLLOWS: 


Paid to employees as wages and salaries..  $ 66,076,750 
For social security taxes, contributions to 
pension fund, group life insurance, etc.. 1,311,500 


$ 67,388,250 


Paid to officers as compensation 347,750 


Paid to stockholders as dividends for use 
of buildings, machinery, equipment, 
working capital provided by their in- 





6,735,750 


Reinvested in the business to take care of 
the growing needs of the company 


Total division $ 79,853,250 











Exuusir 4 


a consciousness of this importance and related wording is it 
cluded intended, although brief, to make a reasonab!< impression on 
readers. As this article progresses into the presentafion of a pro 
posed statement to incorporate the best features of experience ® 
date in reporting to employees, it will be noted that the matter of 
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amounts reinvested in the business is considered of sufficient im- 
portance to warrant special treatment. 


Proposed Form of Employee Statement 

Some fifty company reports were reviewed in a search for the 
record of experience which might give the major clues to the most 
effective type of operating or income statement for a company to 
submit to its employees. Of these statements the three which ac- 
company this paper have already been commented upon. Three 
others are to be cited later, on the specific matter of explaining 
the uses made of ‘profits retained in the business. The present 
paragraphs are devoted to an illustrative employee statement, Ex- 
hibit 4, proposed as suitable for general adoption in the form 
shown or as modified for the circumstances of each company. 

It will be observed that the “first cost” approach has been se- 
lected, in contrast to the single step form. This choice has been 
made because statements of the “first cost” type have as their 
final effect the focussing of attention on the division of the bal- 
ance of revenue left after such costs have been cared for, and it 
is this distribution in which the employee’s interest is perhaps 
greatest. As to terminology employed in the descriptive captions, 
the illustrative form leans to a certain extent heavily on the Chain 
Belt statement. However, changes in wording will be noted, prin- 
cipally in the direction of brevity. The tax caption, included in the 
“first cost” section, will be observed to be a more inclusive one. 
Variations from the Chain Belt statement in the distribution sec- 
tion consist of the disclosure of employee benefit payment, a sub- 
total of these with wages and salaries, and the separate display of 
executive salaries—all features advocated in comments made earlier 
in this paper. 

On the question of interpretative columns in income statements 
intended for employees, the presence of two columns of this sort 
will be noted. It is felt that these are not too many and that they 
invite a real scrutiny of results from the employee viewpoint. 
Next to the conventional amount column appears “amount per 
employee.” This is perhaps almost as useful and more simply 
provided than the investment per employee figures sometimes de- 
veloped in company reports. It is a ready tracer to the revenue 
needed per employee if material for each to work on is to be pur- 
chased and wages paid. It also shows the relative size of the cost 
of management (executive salaries), dividends, and reinvestment. 
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The second column, percentage of sales dollars, is very often found 
in income statements. The decimals can equally well be thought 
of as cents per dollar. It is, in fact, a simple index of relationship 
of the amounts in the dollar columns and, as such, represents the 
results of arithmetical processes which the normal mind would 
attempt without it but would not perform accurately or completely. 


Explanation of Amounts Reinvested in the Business 


A final and important point remains to be given due emphasis. 
Care should be taken to clearly explain what use has been made 
of the amount reinvested in the business and this can be done ini- 
tially on the employee income statement. The statement should 
show that this reinvested portion of the profits has gone to pur- 
chase new tools and equipment, to liquidate long-term debts, and 
to provide working capital to keep the business virile. All of these 
ends, when business is well managed, serve in the long run to cre- 
ate new jobs, to improve working conditions in existing jobs, and 
to increase the earnings of labor. The illustrative statement given 
as Exhibit 4 adopts the rather brief phraseology of the Chain Belt 
statement because we are looking to a type of change in working 
capital statement to further clarify the use of retained amounts. 

However, here also, it may be well to see what has been done. 
In the report of the Barnsdall Oil Company a breakdown of rein- 
vested profits is appended to the simplified income statement in the 
following form: 

1947 1946 

The balance retained in the business for 

future needs, adding to the value of 

Barnsdall’s assets, was $5,679,689 $3,117,644 
Of the amount added to assets, there was 

invested in fixed assets in excess of 

amounts charged to operations $4,174,381 $1,639,227 
and the balance was retained in the form 

of increased working capital and other 

assets $1,505,308 ‘$1,478,417 


Union Oil Company of California used a two dimension chart 
(not reproduced here) with its income statement to indicate the 
division of profits and the ultimate disposition of retained income. 
A shortcoming of this type of analysis is that it fails to give any 
recognition to the noncash items, such as depreciation, in respect 
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Unrren States Steet Corporation 
Summary of 1947 Financial Operations 
Additions to Working Capital 
Income . {§127,098,148 
Add—Non-cash costs in current year 
bd and exhaustion of facilities 114,045,483 
er 

Proceeds from sales and salvage of plant and equipment. ... 
Miscellaneous additions 


Total additions 


Deductions from Working (Capital 

Expended for plant and equipment $206,561,876 
Added to costs applicable to future periods.... 25,109,687 

Set aside for property additions and replace- 
ments 15,000,000 

Deposit with trustee to cover bonds maturing 
in 1951 5,404,000 
Reduction in total long-term debt 4,568,607 

Dividends declared on preferred and common 
70,911,750 


Total deductions 


Reduction in working capital 


Working Capital Per Consolidated Statement of Financial 
Position 


$ 
629,078,938 


of application of proceeds from income, and does not reflect ap- 
plications during the year of funds on hand at the start. In the 
report of the United States Steel Corporation, a Summary of 1947 
Financial Operations—supplementary to the other financial state- 
ments—shows in a very readable manner what disposition was 
made of the income and noncash cost items (depreciation) for 
the year. This statement is displayed in Exhibit 5. It clearly 
shows that even though the net income for the year was only $127, 
098,148, the company spent $206,561,876 for expanded plant and 
equipment facilities. It makes it apparent that, after taking into 
consideration other investments and payment of long-term debts, 
the company reduced its working capital by $80,430,840, and gives 
a pretty good idea of where the sums went. 

However, even this statement poses a difficulty. The layman is 
unable to understand quickly why the noncash items are added 
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ILLUSTRATIVE COMPANY 
Summary of 1947 Financial Operations 


Additions to Working Capital 


Total Company received 
Less: Cash costs and expenses, and dividends 


Excess reinvested in the business 
Proceeds from sale and salvage of property 


Total additions 


Deductions from Working Capital 


Expended for plant and equipment $15,477,000 
Increase in investment of subsidiaries 1,613,750 
Increase in other assets 311,250 


Total deductions 


Reduction in working capital 


ExHIsit 6 


back. This may be overcome by presenting the information in the 
form suggested in Exhibit 6, which uses the figures in the illus- 
trative income statement, Exhibit 4. 

The total of all expenditures was $179,788,250, made up of cash 
costs and expenses during the year of $173,052,500 and dividends 
amounting to $6,735,750. The difference between the income of 
$187,213,250 and the total expenditures of $179,788,250 leaves 
a remainder of $7,425,000. This was the excess reinvested in the 
business. It represents the same figure which the accountant 
would determine by taking the amount reinvested in the business, 
as shown in the income statement, or $5,381,500, and adding to it 
the noncash costs for the current year which in this illustration 
are represented by depreciation of $2,043,500. To the amount 
to be reinvested from the profits would be added other increases 
in working capital such as from sale of property, sale of invest- 
ments, and long-term borrowing. The deductions would include 
only such items as plant expansion, increase in investments, con- 
tributions to sinking funds, and actual reduction of long term 
obligations, 


Summary 

It seems to the author rather more than likely that the presenta- 
tion of annual financial statements, in separate form, to employees 
of the company, will increase in frequency. If this is so, any at 
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tempt to draw together in a basic form the more useful features 
of the statements of this character which have been issued in indi- 
vidual instances, cannot but prove helpful, however far from final 
or even definitive the results may be. Such has been the viewpoint 
of this paper, Readability of captions and a certain “tangibility” 
of amounts are key objectives. Nevertheless no statement directed 
to employees will yield beneficial results if it does not stem from 
a sincere desire to inform, 
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